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FEDERAL DEPOSIT INSURANCE CORPORATION
A policy statement encouraging state nonmember banks to obtain independent external
audits has been issued for public comment by the FDIC (see the 4/19/88 Fed Reg. ,
pp. 12817-19).
A strong internal auditing program combined with an annual
external audit will substantially lessen the risk that a bank will not detect
potentially serious internal problems in its control systems or operations,
according to the FDIC.
"The large number of unaudited banks experiencing
financial difficulties because of fraud, insider abuse and mismanagement indicates
an independent external audit could benefit a sizable number of institutions,"
FDIC Chairman L. William Seidman said.
The proposed policy statement states that
a bank’s board of directors should consider an annual external audit by a CPA firm
as part of the cost of operating the institution in a safe and sound manner.
Banks should engage an independent CPA firm to conduct an audit of their financial
statements annually regardless of the nature of their internal auditing
procedures, according to the proposed statement. A copy of external audit reports
prepared for banks should be sent by the banks to appropriate FDIC regional
offices, stated the FDIC.
The board or audit committee of a bank that does not
already employ an independent CPA firm should analyze annually the bank's need for
an external audit and record its deliberations. Additionally, when a bank decides
an outside audit by an independent CPA firm is unnecessary, a more limited
"review" of financial statements and controls should be considered, suggests the
proposed policy statement.
Regional offices should be notified when a bank
decides to change its outside auditor.
Under the proposed policy, applicants for
deposit insurance coverage after the effective date of the policy statement will
be expected to obtain an external audit annually for at least the first three
years after deposit insurance coverage is granted.
The proposed policy statement
also notes that an annual audit by an outside CPA firm will be a condition of
future enforcement actions under certain circumstances.
Comments on the proposal
must be submitted by 6/20/88 to Hoyle L. Robinson, Executive Secretary, FDIC, 550
17th St. , N.W. Washington, D.C. 20429 or delivered
to Room 6108 at the same
address.
For further information after reading the proposed policy statement,
contact Doris L. Marsh at the FDIC at 202/898-6903.

SECURITIES AND EXCHANGE COMMISSION
The SEC has adopted amendments to Form 8K, Regulation S-K and Schedule 14A related to
disclosure concerning a change in a registrant's certifying accountant (see the
4/20/88 Fed. Reg., pp. 12924-31). According to the SEC, expanded disclosures have
been adopted concerning whether: 1) the audit committee or board of directors and
the former auditor discussed the subject matter of reportable disagreements and
events; 2) the registrant granted the former auditor the authorization to respond
fully to inquiries of the successor auditor concerning those disagreements and any
reportable events; and 3) whether the former auditor resigned, declined to stand
for re-election or was dismissed.
The requirements concerning potential opinion
shopping situations require disclosure of those issues discussed with the newly
engaged auditors prior to their engagement that either: 1) trigger SAS 50
performance and reporting standards; or 2) were the subject of a reportable event
or disagreement with the former auditor.
The information to be disclosed
includes:
1) an identification of the issues that were the subject of those
consultations; 2) a brief description of the newly engaged accountant's oral or
written views on those issues as expressed to the registrant filed as an exhibit
to the document containing this disclosure; and 3) a statement by the registrant
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whether it consulted the former accountant on those issues, and if so, a summary
of the former accountant's views.
These amendments are effective 5/20/88.
All
disclosures required by the rules as amended shall be made even though the
underlying events occurred prior to the effective date, provided that the auditor
change occurs after the effective date.
For further information after reading the
final rules, please contact Robert E. Burns or John M. Riley at the SEC at 202/
272-2130, or William H. Carter at 202/272-2573.
In a related action, the SEC is proposing to amend its rules to reduce the
time period for a registrant to file a Form 8K announcing a change in its
certifying accountants or the resignation of a director from 15 to 5 calendar days
(see the 4/20/88 Fed. Reg.. pp. 12948-51). The SEC has also issued proposed rules
to amend the requirements of Regulation S-K relating to a change in a registrant's
certifying accountant to:
1) reduce the time period from 30 to 10 calendar days
for the filing of the former accountant's letter as an exhibit to the report or
registration statement announcing a change in accountants; 2) require the
registrant to file any such letter within 2 calendar days after it is received by
the registrant; and 3) permit the former accountant to provide an interim letter
to the registrant, which must also be filed by the registrant within 2 days of
receipt.
According to the proposed rules, the SEC specifically requests comment
on whether registrants and accountants would be able to prepare informative
disclosures within the respective 5 and 10 day periods or within some shorter
periods.
If not, the SEC requests comment on the minimal periods necessary to
prepare such disclosures.
Comments should be received on or before 5/20/88 and
should be submitted to Jonathan G. Katz, Secretary, Securities and Exchange
Commission, 450 Fifth Street, N.W. , Washington, DC 20549.
Comment letters should
refer to File No. S7-6-88.
For further information after reading the proposed
rules, please contact Robert E. Burns or John. M. Riley at the SEC at 202/2722130, or William H. Carter, 202/272-2573.

SMALL BUSINESS ADMINISTRATION
"Simplified Employee Pensions--What Small Businesses Need To Know” is the title of a
booklet published jointly by the SBA and the Department of Labor.
The booklet
explains what simplified employee plans (SEPs) are, their advantages to employers
and employees, how such plans may be established, who must be covered, and how the
funds in the plan may be invested. Also included is a question and answer section
answering commonly asked questions about SEPs.
Copies of the booklet are
available free of charge by writing to the U.S. Small Business Administration,
Office of Advocacy, 1441 L Street, N.W., Washington, D.C. 20416 or the U.S.
Department of Labor, Room N-5666, 200 Constitution Avenue, N.W., Washington, D.C.
20210.

TREASURY, DEPARTMENT OF

Ruling requests on all issues under the Tax Reform Act of 1986 (TRA '86) and the
Revenue Act of 1987 which are under the jurisdiction of the Office of the
Associate Chief Counsel (Technical and International), will be accepted by the
IRS, the Service announced recently.
Included on the list of subjects for which
ruling requests will be accepted from TRA '86 are the following:
repeal of
regular investment tax credit; extension and revisions of targeted jobs credit;
educational travel; expenditures for meals, travel, and entertainment; straddles--
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year end rule; and gain from disposition of interest in oil, gas, geothermal, or
other mineral properties.
Included on the list of subjects for which ruling
requests will be accepted from the Revenue Act of 1987 are the following:
benefits of graduated corporate rates not allowed to personal service
corporations; dependent care credit; overnight camps; and minimum tax on
installment sales of certain property.
The IRS made the announcement in an
advance notice of Revenue Procedure 88-18, which is scheduled to be published in
Internal Revenue Bulletin 1988-20, dated 5/16/88.

Complete liquidations of subsidiaries that are taxable to the distributing corporation
are the subject of temporary and final rules that recently were issued by the IRS
(see the 4/18/88 Fed. Reg. . pp. 12678-79, and p. 12705).
Currently, any gain
recognized by the distributing corporation on a complete liquidation is accounted
for as if the distributing and distributee member corporations filed separate
returns.
Since a distribution in complete liquidation of a member of a group is
not a "deferred intercompany transaction," any gain or loss recognized by the
distributing corporation is taken into account in the taxable year in which the
transaction occurred. According to the IRS, it is "unaware of any circumstance in
which gain or loss recognized by the distributing corporation in a complete
liquidation should not be deferred in the same manner as is provided for other
distributions."
Therefore, the temporary regulations provide for the deferral of
any gain or loss recognized by the distributing corporation on any complete
liquidation to the same extent that deferral is provided for gain recognized with
respect to a nonliquidating distribution.
The regulations are effective as of
4/18/88, and generally apply to distributions in complete liquidation of a
corporation that occur during a taxable year for which the due date (without
extensions) for the filing of the income tax return is after 4/14/88.
Written
comments and requests for a public hearing are sought by 6/17/88 and should be
forwarded to the Commissioner of Internal Revenue, ATTN:
CC:LR:T[LR-47-88], IRS,
1111 Constitution Avenue, N.W., Washington, D.C. 20224.
If further information is
needed after reviewing the regulations, contact Patricia W. Pellervo at 202/5663458.

"In tax administration, there can't be insiders and outsiders, just people with a
stake in ensuring the survival of our voluntary compliance system, a system that
will continue to serve the needs of this nation in the decades to come," IRS
Commissioner Lawrence B. Gibbs said in a speech recently in which he urged all
those involved in tax administration to work together.
Commissioner Gibbs made
his remarks at the American Bar Association's Invitational Conference on Income
Tax Compliance in Arlington, VA.
He said that the IRS has been conducting
research conferences on noncompliance since 1983 examining such topics as how
trends in technology, demographics, and economics affect tax administration, the
difference that state and Federal information exchanges can make, and the role of
tax practitioners.
He said the IRS is still analyzing the data it received from a
nationwide practitioner survey.
Commissioner Gibbs said the 1988 research
conference topic will be the impact of change and complexity in the tax law on tax
compliance.
He also announced that the IRS will soon begin a two-year marketing
analysis to help determine what the Service should do to improve tax
administration. The Commissioner said he would like to "see more synergism in tax
administration--and less scapegoating."
He said it would be helpful to reach
agreement about some basic philosophical questions:
1)
Is the primary
responsibility of the IRS to foster voluntary compliance compatible with its
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increasing role to raise revenue? 2) Is it reasonable to expect
continue indefinitely to shift gears with the passage of every
still deliver a quality performance?
3) How do we hold the IRS
its actions without resorting to congressional micromanagement
business?
The text of Commissioner Gibbs speech is available
calling 202/566-4054 and asking for news release IR-88-77.

SPECIAL:

that the IRS can
new tax law and
accountable for
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from the IRS by

AICPA TESTIFIES BEFORE ADVISORY COUNCIL ON EMPLOYEE WELFARE AND PENSION BENEFIT
PLANS

Independent audits of the financial statements and schedules required to be included
with the Annual Return/Report of Employee Benefit Plans (Form 5500) was the
subject of testimony presented to the Advisory Council on Employee Welfare and
Pension Benefit Plans of the U.S. Department of Labor by Joseph F. Moraglio, AICPA
Vice President, Federal Government Relations, 4/18/88 in Washington, D.C.
Accompanying Mr. Moraglio was Mr. Andrew J. Capelli, a partner with KPMG Peat
Marwick and former chairman of the AICPA's Employee Benefit Plans and ERISA
Special Committee. Mr. Capelli is also a former member of the Advisory Council on
Employee Welfare and Pension Benefit Plans.
Mr. Moraglio testified in support of
continuing to require independent audits by qualified CPAs and against any further
limit in the scope of those audits.
He said that the performance of an
independent audit enables the CPA to express an opinion "as to whether the
financial statements under examination present fairly the statements of net assets
available for benefits and of accumulated plan benefits and the related statements
of changes thereto."
Mr. Moraglio also testified against limiting the scope of
the independent audit beyond what is permitted by present regulations.
Mr.
Moraglio stated, "If audits are deemed necessary and beneficial, then restrictions
should not be imposed upon the auditor."
Mr. Moraglio also announced that the
AICPA is in the process of establishing a new committee to revise the Accounting
and Audit Guide, Audits of Employee Benefit Plans published by the AICPA in 1983.
He said the committee will also work with the Department of Labor on "related
issues of mutual interest."
Copies of the testimony are available by calling
Shirley Twillman at the AICPA's Washington, DC office at 202/737-6600.
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For further information contact Shirley Twillman at 202/737-6600.
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